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Abstract 
The aim of this paper is to analyze the impact of the development of crude oil prices on the Prague Stock Exchange 
and on its Blue Chips. It would be logical to expect that crude oil as an important production factor will have a 
significant impact on the economy and figuratively on the capital markets. Intuitively, it might be assumed that if the 
production costs rise, there will be an overall deterioration of the financial situation of a particular company with a 
subsequent drop in its share price and vice versa. This fact, in our research is not clearly given. It is evident the need 
to differentiate in which sector the company is operating. The results of our research have been certainly influenced 
by the nature of the Prague Stock Exchange. Although the Czech Republic is one of the EU-members, the different 
institutional environment of the country should be taken into account, because in the nineties the Czech Republic 
was one of the transition economies. Finally, for the results of the analysis it is necessary to consider the impact of 
the exchange rate. 
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1. Introduction 
Oil as an important factor plays an important role in the economies. First, it is an essential part of consumption in 
GDP. In some countries its share in GDP is up to 4% of GDP (Behrens, 2012). Moreover, with the growth of the 
economy and its development the consumption of energy commodities will rise as well. The emerging markets 
represent example of a rapidly growing economy.  
The typical representatives are China and India. Both countries show considerable growth potential, in addition 
they are characterized as net oil importers. It is assumed that there is a relationship between the oil price and the 
price forming process of stock. As an important production factor is affecting the whole economy. In this context it 
is important to take into account the mineral wealth of the country. The impact on the stock prices will be probably 
greater in countries that are heavily dependent on oil imports. 
The price of oil is a significant production cost, which will have an impact on the economic output. Since there 
are links between economic development and the stock market behavior a mediated impact on prices of stock could 
be assumed. Increasing costs constitute for a company a decrease in its profit. Consequently, a decline in stock price 
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occurs, or the dividend payment will be reduced. The inverse relationship of oil prices and equity prices is expected. 
Exceptions may be shares of mining companies. 
The impact of crude oil on the financial market may also be caused through interest rates. Crude oil as an 
important inflation factor can cause that a central authority introduces restrictive measures in order to reduce the 
pressure on the price level. In the event that the interest rate will be increased, investors shift from stocks to bonds. 
With the decline in demand the prices of stocks will fall. Another mechanism of the interest rate effect is based on 
the use of equity pricing model. An increase in interest rates would result in an increasing expectation of excess 
return. To achieve market equilibrium the price of stock must fall. 
 
2. Excess return on the Praque Stock Exchange 
The Czech Republic is a relatively small, open economy with specific features. It is a country from emerging 
markets (Stringham, 2008). Another peculiarity is that it is an economy in transition, when the collapse of 
communism was the emergence of a new institutional environment. At the beginning of the journey from a centrally 
planned economy to a market driven economy, it was necessary to change the ownership structure. During the 
communism almost all production capacities were owned by the state. So in the nineties the process of privatization 
started. As a result of privatization began the development of joint stock companies and the need for trading had 
occurred. This resulted that the stock exchange in Prague was newly opened. 
In the overall comparison with the developed economies the PSE lags far behind other markets. The low market 
liquidity and the small number of listed companies is particularly apparent. Just for comparison the neighboring 
Stock exchange in Poland. 
The Czech Republic is characterized in comparison with other EU countries by below-average dependence on 
imported energy commodities. This trend is typical for the Czech Republic in the long run and corresponds to the 
energy strategy of the country. The main reason is the domestic production of hard coal and the share of nuclear 
energy in the total production and consumption. The energy dependence is illustrated in figure 1. Energy 
dependence reflects the share of the imported energy to the total energy needs of a country. 
The inadequate components of the energy mix of the Czech Republic are oil and natural gas. Those commodities 
are for the most part imported from Russia. Still, the Czech Republic in oil imports belongs rather to peripheral 
countries. Its average imports in 2009 were 67,000.00 barrels of oil per day. The comparison with selected EU 
countries shows figure 2.  
This paper should innovative in the sense that is examining with the impact of crude oil prices on a small 
economy, which is dependent on oil and the crisis and post-crisis period from 2008 - 2012 will be analyzed. It can 
be assumed that the results may be affected by the financial crisis. 
2.1. Methods and methodology 
This paper will examine the impact of oil price development on the Prague Stock Exchange and stock returns of 
listed on PSE listed companies. The study includes eleven stocks (AAA, CETV, CEZ, ERSTE GROUP, 
KOMERCNI BANKA, NWR, ORCO, PEGAS NONWOVENS SA, PHILIP MORRIS CR, TELEFONICA, VIG). 
The reason for choosing these stocks was the continuously trading throughout the whole period. Moreover, referred 
stocks are almost full weight representation of index.  
The Brent crude oil with the largest concentration and impact on the European continent was chosen for the 
analysis as a relevant indicator for commodity price. There were more reasons using the data for analysis from the 
PSE. Under available information no similar study exists.  
The analysis will be based on two factor model. The explanatory variables will be market portfolio represented 
by stock index and the other explanatory variable will be the price of crude oil. The investigated period is 2008-
2012. For the data analysis will be used one-day return. Since the crude oil is traded in USD, the effect of exchange 
rate has to be adjusted. Thus the oil price will be expressed in Czech crowns (CZC). We will conduct the analysis 
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twice. First the oil price will be expressed in CZC and then we will make the decomposition on oil price in USD and 
exchange rate (CZC/USD).  
 
Two factor model: 
=    +  + i +  
 
 …………….. return on the ith asset in day t, 
 
 ………….... return on the market index in day t, represented by PX, 
 
 …...  return on oil price in day t expressed in Czech crowns, 
 
 = OIL (USD) * XR (CZC/USD) 
 
OIL (USD) ……... price of crude oil expressed in USD, 
 
XR (CZC/USD) ... the CZC/USD exchange rate, 
 
= ln[/] , then apply: 
 
= ln[  /    ] , and obviously is 
true: 
 = ln[] + ln[] 
 
OILR (USD) = ln[] 
 
OILR (USD) …… return on oil price in day t expressed in USD 
 
XRR = ln[] 
 
XRR …………… return on exchange rate CZC/USD 
 
Model with the decomposition of crude oil price: 
 
=    +  + i + ○  
 
2.2. The findings 
There were 1170 observations in both models of examined eleven stocks. For all models, it is possible to observe 
a small explanatory power on the indicator R^2. The strongest explanatory power was by the stock NWR and VIG. 
One possible reason may be the underlying model assumptions for asset pricing model. If we consider oil as 
explanatory variable, in only one case was clearly demonstrated dependence of asset return and oil. The effect was 
confirmed by the stock NWR. Moreover the level of significance was by both models at 99%. The stock had no 
proven effect of the course.  
This effect of oil was not demonstrated by other stocks. An interesting finding was the demonstration of the 
significance of the exchange rate on the price of five stocks (AAA, CETV, CEZ, ERSTE GROUP, KOMERCNI 
BANKA). Additional discovery was that the second model gave better results based on R^2 only in two cases 
(AAA, CETV). Otherwise, there has been deterioration in this indicator, or remained unchanged.   
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3. Tables 
Table 1: Results of OLS two factor model and the model with the decomposition on exchange rate effect 
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Summary and Conclusion 
In this study was analyzed the effect of the oil price developments on the PSE. The explanatory power of the oil 
return on the stock return was examined. For the analysis were used two models. In the first model, the oil prise was 
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expressed directly in national currency. In the second model the oil price in USD and the exchange rate were studied 
separately. Only in one case the significant influence of oil return on the surveyed stock was confirmed. The 
significant explanatory power was confirmed in both models. Referred company is operating in the sector of coal 
mining, so there is a certain consistency to the oil price. Interestingly, two other companies (CEZ, UNIPETROL) are 
also from the energy sector, but there was no evidence of the importance of oil for their stock price.  
Another finding was the inclusion of exchange rate as an additional explanatory variable. The significance of this 
factor was demonstrated in five stocks. However, in all case the coefficient R^2 was relative low. This indicates the 
limited ability of the explanatory power of the used models. A better result of the models could be achieved by the 
conditional version of asset pricing model according to Pettengil et al. (1995). The results were considerable 
affected by the low energy dependency of the country. To other factors could be placed the underdevelopment of 
PSE in comparison to other developed markets. 
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